MTA BOARD MEETING
APRIL 24, 2003

PROJECT:
SAN FERNANDO VALLEY METRO RAPIDWAY AND SAN FERNANDO VALLEY BIKEWAY PROJECT
ACTION:
PURCHASE BUILDER’S RISK AND CONTRACTOR’S POLLUTION INSURANCE FOR C0675 DESIGN/BUILD AND C0676 LOS ANGELES RIVER BRIDGE

RECOMMENDATION

Authorize the Chief Executive Officer to negotiate and award Builder’s Risk and Contractor’s Pollution Liability Insurance policies for the San Fernando Valley Metro Rapidway and San Fernando Valley Bikeway Project in the amount not to exceed $1,123,673 for Builder’s Risk and $235,717 for Contractor’s Pollution Liability.

Within Construction Committee authority:
( Yes
( No
x N/A

RATIONALE

On February 28, 2002, the MTA Board adopted the Final Environmental Impact Report (EIR) and approved solicitation of a Design/build contract for construction of the San Fernando Valley Metro Rapidway, which incorporates the San Fernando Valley Bikeway Project.  On February 19, 2003, the Board adopted the San Fernando Valley Metro Rapidway Project Budget for $329.5 million and the San Fernando Valley Bikeway Project for $8.1 million.  Included in this project budget were allocations for Contract C0675 for the Design/Build work scope planned for award to Shimmick Construction Co., Inc./Obayashi Corporation, JV to construct the Rapidway and the Bikeway.  Also included in the project budget were allocations for Contract C0676 for the construction of the new Los Angeles River Bridge.  At the time of this Project Budget Adoption, the funding for the San Fernando Valley Metro Rapidway Project was undetermined pending funding decision by the California Transportation Commission (CTC).

On June 28, 2002, an Invitation for Bids for Contract No. C0675 Design/Build was advertised.  The solicitation was a two-step sealed bid process utilizing separate technical and price bids.  On October 24, 2002, the MTA Board reaffirmed the Chief Executive Officer’s authority to execute a contract with the technically acceptable lowest-priced responsive and responsible bidder for design and construction of the Metro Rapid Rapidway. The two-step bid process was completed on December 17, 2002 and the Contract was ready for award on January 3, 2003.  Award of Contract C0675 was placed on hold pending agreement with the California Transportation Commission to guarantee funds advanced by the MTA.

To ensure construction of the new Los Angeles River Bridge during the first dry season of the Project, MTA staff completed design and issued concurrently with the C0675 procurement, a separate solicitation for Contract No. C0676 Los Angeles River Bridge.  On September 11, 2002, the Contract was advertised and the bid process was completed on December 27, 2002 with the Chief Executive Officer’s award for Contract No. C0676 to Brutoco Engineering and Construction Corporation.  Notice to Proceed was issued effective January 28, 2003.  The CTC approved the financial arrangement with the MTA on April 3, 2003.  The official Notice of Award letter was also sent to the Shimmick/Obayashi JV on April 3, 2003.  The insurance is based on a construction amount of $150,396,788 for Contract C0675 and $3,836,576 for Contract C0676.

Part of the requirements of the contract is for the MTA to bind insurance coverage for Builder’s Risk and Contractor’s Pollution liability during the anticipated 27-month life of the overall construction project.  Placement of this insurance is a significant requirement of the MTA.  The insurance is also an integral part of our corporate safety program to build in controls and protection for the agency. 

Insurance could not be placed until now because of the uncertainty created by the State Budget shortfall and the need to propose and obtain agreement with the CTC on funding.  Further, the broker has advised that insurance value quotes obtained from A. M. Best rated carriers are only viable for retention within thirty days of quote date.  The quotes expire after a maximum of thirty days.  With the agreement reached in early April, our insurance broker, AON, Inc, solicited quotes from carriers with A. M. Best ratings indicative of acceptable financial soundness and ability to pay claims.  Attachment A presents the two carrier submitted Builder’s Risk coverage options.  Attachment B presents the Contractor’s Pollution Liability coverage options.

Under the terms of the contract, Special Condition (SP-7) requires that the MTA provide both Builder’s Risk Insurance and Contractor’s Pollution Liability Insurance.   All risk Builder’s Insurance provides coverage against (including, but not limited to), flood, fire, lightening, wind damage, hail, explosion, riot or civil commotion, aircraft and other vehicles, and collapse.  Coverage will include materials, supplies, and equipment that are intended for specific installation in the work while such materials, supplies and equipment are located at the project site, in transit, or while temporarily located away from the project site for the purpose of repair adjustment or storage at the risk of one of the insured parties.

Contractor’s Pollution insurance covers the MTA and the contractor in the event that an environmental hazard is discovered during construction or if pollution runoff or other environmental hazard is caused by the construction of the Rapidway.

FINANCIAL IMPACT

Funding for the placement of these required insurance coverages is included as part of the project budgets for the Rapidway and bikeway projects.  Funding for the San Fernando Valley Metro Rapidway Project 800112 forecast of  $329,500,000 has been included in the Long Range Transportation Plan.  Funding sources for Project 800112 are approximately $47,000,000 from the State Traffic Congestion Relief Program, $282,200,000 local Proposition C 25% Transit-Related Highway Improvement funds and $300,000 in State Transportation Improvement Program funds.  

Funding for the San Fernando Valley Bikeway Project 800114 forecast of $8,100,000 has been included in the Long Range Transportation Plan.  Funding sources for Project 800114 are primarily federally funded.  The Bikeway Project is being built in parallel with the Metro Rapidway Project and is a separate financial entity from the Metro Rapidway Project.  The funding for each project is to remain separate throughout the life of the Projects.

There is no impact on the MTA FY03 budget, as sufficient funds were included in the budget to cover project costs during FY03.  Since this is a multi-year project, the cost center manager and appropriate Executive Officer will be accountable for budgeting the project costs in future years consistent with the proposed MTA Board adopted total project budgets.  

ALTERNATIVES CONSIDERED
The MTA reviewed several alternatives for placement of the insurance.  One alternative was to have the contractor place the insurance directly.  A second alternative was to have the MTA place the insurance covering the entire project.  The third alternative of not providing the Builder’s Risk and Contractor’s Pollution Liability insurance would place the MTA in violation of the awarded contracts and expose the MTA to full claim values.

Placement of the insurance coverage through the contractors, though viable, would now require several additional steps, including the processing of a change order to cover the costs (including profit). This would place an unreasonable delay on the project and extend the construction period.  Extension of the construction would be subject to increasing costs due to inflation and may jeopardize the adopted budget.   The third alternative was rejected.  The only prudent and conservative step is for the MTA to place the insurance.

Due to adverse changes in the property insurance market, including the September 11th losses (estimated at $30 billion), stock market decline and the current war in Iraq, insured are facing higher deductibles and non-renewals of risk related projects.  There is an industry wide loss/decrease in re-insurance capacity.  This loss and/or decrease of capacity directly impacts the pricing of all Property/Casualty Insurers.  

Risk Management and Construction staff considered the various options on the level of deductibles and limits of coverage and recommends Builder’s Risk Option A with a not to exceed value of $1,123,673.  Although the variance in cost of Option A versus Option B is $94,246, the aggregate protection value per occurrence is $15,000,000 greater.  This provides more significant coverage for potential flood and earthquake related claims.  Staff recommends Option C for Contractor’s Pollution Liability coverage with a not to exceed value of $235,717.  Option C provides for an extra $10,000,000 in aggregate protection coverage for a variance of $25,267 more than Option A.   
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Michael Koss, Executive Officer



Risk Management and Corporate Safety

	

	Michael A. Koss

Executive Officer 

Risk Management and Corporate Safety

	

	Roger Snoble

Chief Executive Officer


	
	
	ATTACHMENT A

	
	
	

	BUILDER'S RISK COVERAGE

	
	
	

	
	
	

	
	
	

	 
	Option A
	Option B

	Aggregate Limits
	$25,000,000 per occurrence as respects to the peril of Earthquake
	$10,000,000 per occurrence as respects to the peril of Earthquake

	
	$25,000,000 per occurrence as respects to the peril of Flood
	$10,000,000 per occurrence as respects to the peril of Flood

	Policy Sublimits
	$5,000,000 Property In Transit
	$5,000,000 Property In Transit

	
	$5,000,000 Property In Offsite Storage
	$5,000,000 Property In Offsite Storage

	
	$250,000 Valuable Papers
	$250,000 Valuable Papers

	
	$1,000,000 Building Ordinance
	$1,000,000 Building Ordinance

	
	$250,000 Fire Brigade Service Charges
	$250,000 Fire Brigade Service Charges

	
	$100,000 Trees, Grass, Shrubbery and Plants
	$100,000 Trees, Grass, Shrubbery and Plants

	
	$250,000 Expediting Expense
	$250,000 Expediting Expense

	
	25% of amount of insured physical loss or damage - debris removal
	25% of amount of insured physical loss or damage - debris removal

	Deductibles
	$50,000 physical damage any one occurrence
	$50,000 physical damage any one occurrence

	
	$250,000 any one occurrence as respects to the peril of Flood or Earthquake
	$250,000 any one occurrence as respects to the peril of Flood or Earthquake

	Sucharge-CIGA*
	$22,033  (excludes optional Terrorism Coverage)
	$20,184 (excludes optional Terrorism Coverage)

	Total Not to Exceed Premium
	$1,123,673
	$1,029,427 

	* California Insurance Guarantee Association
	 


	
	
	
	
	
	ATTACHMENT B

	
	
	
	
	
	

	CONTRACTOR'S POLLUTION LIABILITY (CPL) COVERAGE

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	 
	Option A
	Option B
	Option C
	Option D
	Option E

	Limits of Liability
	$10,000,000/$10,000,000 aggregate
	$10,000,000/$10,000,000 aggregate
	$20,000,000/$20,000,000 aggregate
	$20,000,000/$20,000,000 aggregate
	$20,000,000/$20,000,000 aggregate

	Retention/Deductible
	$100,000
	$250,000
	$100,000
	$250,0000
	$500,000

	Term
	2.5 years plus 5 years completed ops

	Total Not to Exceed Premium
	$210,450
	$184,000
	$235,717
	$206,251
	$176,787


